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The Honorable Board of Supervisors
County of Los Angeles
383 Kenneth Hahn Hall of Administration
500 W est Temple Street
Los Angeles, CA 90012

MICHAEL D. ANTONOVICH
Fifth District

Dear Supervisors:

DEFINED CONTRIBUTION PROGRAM THIRD PARTY ADMINISTRATOR AND
TRUSTEE CONTRACTS

(ALL DISTRICTS) (3 VOTES)

SUBJECT

Recommendation to award a competitively bid contract for third party administrative (TPA)
services and trustee services for the County's defined contribution plans.

IT IS RECOMMENDED THAT YOUR BOARD:

1. Approve the selection of Great-West Retirement Services (Great-West) as the third
party administrator (TPA) and Wells Fargo Bank, NA (Wells Fargo) as the trustee
for the Deferred Compensation and Thrift (Horizons) Plan, Savings Plan, Pension
Savings Plan, and Termination Pay Pick-Up Plan for a five-year term commencing
July 1, 2008, with an option to renew for up to two additional years.

2. Instruct the Chief Executive Officer to notify Management Applied Programming,
Inc. (MAP) and the Bank of New York, that: a) effective July 1,2008, the County wil
begin transitioning responsibilty for TPA and trustee services for the Pension
Savings Plan from MAP and the Bank of New York, respectively, to Great-West and
Wells Fargo, respectively, b) that such transition is to be completed as soon as
practicable, but no later than November 1, 2008, and c) that the County will
terminate its contracts with MAP and the Bank of New York upon completion of the
transition process.

'To Enrich Lives Through Effective And Caring Service"
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3. Instruct the Auditor-Controller and Treasurer and Tax Collector to assist the
Chief Executive Office, as needed, to ensure the complete and accurate transfer of
the Pension Savings Plan records affected by this action.

4. Instruct the County Counsel to prepare the contracts with Great-West and Wells
Fargo necessary to implement the recommendations, and instruct the Chair to sign
such contracts.

PURPOSE/JUSTIFICATION OF RECOMMENDED ACTION

TPA services for the Horizons Plan, Savings Plan, and Termination Pay Pick~Up Plan are
currently provided by Great-West. The current contract with Great-West expires on
June 30, 2008, with provision for month-to-month extensions if additional time is needed to
select a successor TPA. The purpose of the recommended action is to obtain your Board's
approval for a new five-year agreement with Great-West, commencing July 1,2008, based
on the results of a competitive Request for Proposal (RFP) process. We are further
recommending that the new contract provide for optional contract extensions of up to two
additional years for a total potential contract term of seven years. If granted, the optional
extensions would require additional Board approval at the time they were granted. Lastly,
we are recommending that the contract with Great-West be expanded to include the
Pension Savings Plan, thereby consolidating the services for the County's defined
contribution plans under one TPA.

Need for TPA expertise

Great-West has provided TPA services for the County's defined contribution plans since
1997 when its initial contract was approved by your Board following a competitive RFP
process. The initial contract term spanned five years. Two contract extensions of three
years each were subsequently authorized by your Board in 2002 and 2005. At the time of
the 2005 extension, the Chief Administrative Officer was instructed to conduct another RFP
process prior to the next contract term. The RFP process we have just completed fully
conforms with that direction.
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The Horizons Plan, Savings Plan, and Termination Pay Plan generate the preponderance
of need forTPA services. Great-West currently provides TPA services to all three ofthese
plans. In the aggregate, these plans cover approximately 85,000 participants and $5.9

bilion in accumulated assets. The break-down by Plan is as follows:

HORIZONS PLAN SAVINGS PLAN TERMINATION PAY

Total Assets $4.6 billion $1.3 billion $ 6.6 million

No. of Participants 73,470 11 ,400 217

Investment Options 16 15

(includes 5 pre-assembled) (includes 3 pre-assembled)

In an average month,
inqu i ries/transactions.

Great-West handles more than 180,000 participant

The County utilizes a qualified TPA to provide contracted services because of the
professional expertise, specialized systems, and commercial experience necessary to
perform the services these plans require. Record keeping is arguably the most

fundamental core function a TPA can provide. The TPA record-keeper is responsible for
maintaining the accuracy of each participant's investment accounts, which are valued on a
daily basis under these programs. The record-keeper also processes all of the daily
financial transactions that take place under these plans including investment trading
actions by participants, changes in deferral amounts, asset distributions, including hardship
withdrawals, and the administration of loans.

Reduced Fees

TPA costs for the Horizons Plan, Savings Plan, and Termination Pay Plan are fully paid by
administrative fees charged to the accounts of the participants. Under the proposed Great-
West contract, those fees would decrease by approximately 25% or $1.2 milion per annum
in the aggregate. The current and proposed fee structure is as follows:

Annual per Participant Fee Estimated Annual Cost

Current Great-West % Current Great-West Reduction

Contract Proposal Change Contract Proposal in Cost

Horizons Plan $52.32 $39.20 -25% $4,000,000 $3,000,000 $1,000,000

Savings Plan $59.76 $43.90 -27% $724,000 $527,000 $197,000

Termination Pay Pick-Up Plan $36.00 $34.00 -6% $7,600 $7,100 $500

Total: $4,731,600 $3,534,100 $1,197,500

K:\2008 Word Chron\COMP\TPA ContracI.BoardLetler.2008.2a.doc
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TPA compensation is currently limited to the fees charged to participants. Great-West is
contractually prohibited from receiving any other revenue from any other source in
connection with these plans. This requirement would continue under the new fee structure.

Pension SavinQs Plan

The Pension Savings Plan is a defined contribution plan specifically designed for part-time,
seasonal, and temporary employees who are not eligible to participate in the County's
defined benefit (LACERA) retirement program. Public entities, like the County, that have
withdrawn from Social Security are mandated by federal law to provide this type of benefit
to employees not otherwise eligible for other employer sponsored retirement benefits.

The administration of the Pension Savings Plan is currently handled by a combination of
contracted services from MAP and in-house services from two employees in the
Department of Human Resources (DHR). DHR staff essentially provide "customer service"
that includes, among other things, handling participant telephone calls/complaints,
recording address changes, recording contribution deferral changes, issuing distribution
payments to participants, reconciling bank statements, and effectuating plan to plan
transfers to the Horizons plan or other qualified external plans. MAP, on the other hand,
maintains an electronic record of each participant's account. MAP interfaces with the
County's payroll system to track the monies going into each account and posts the related
investment return.

All temporary and part-time employees eligible for the Pension Savings Plan (the Plan) are
automatically enrolled in the Plan. At present, there are approximately 27,000 participant
accounts and $120 million in assets in the Plan. There is only one investment fund in the
Plan. This is a "stable value" type of investment fund where the expectation is modest
returns in exchange for little to no risk of loss of capitaL.

To keep the Pension Savings Plan returns from being too low, the County has historically
paid for the full cost of administration. The County pays for the costs of the DHR staff
servicing the Plan, and it pays for the costs of MAP's services, including the trustee bank
utilized by MAP, the Bank of New York. Total costs for both contract and in-house services
are currently estimated at $23 per annum per participant.

The current contract with MAP was originally approved by your Board in 1992. It is an
"evergreen" contract with no termination date, but it may be cancelled by the County for
convenience with 90 days notice. We are recommending that the necessary notice be

K:\2008 Word Chron\COMP\TPA ContracI.BoardLetler.2008.2a.doc
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provided to MAP and that the new contract with Great-West incorporate the services
currently provided by both MAP and DHR. The trustee bank services would likewise be
moved to Wells Fargo. Total costs for the administration of the Plan would remain
constant at $23 per annum per participant at the outset of the new contract term.

Consolidating all TPA services under one umbrella would streamline the process and
improve service levels for Pension Savings Plan participants. For example, Pension
Savings Plan participants would have internet access to their accounts in similarfashion to
the access enjoyed by Horizons and Savings Plan participants. Moreover, many

temporary, part-time, and seasonal employees eventually become permanent full-time
County employees eligible for the Horizons Plan. Where this occurs, there is a need to
transfer assets to the Horizons Plan, and that process would be greatly facilitated by a
single TPA.

DHR would continue to have oversight responsibiliy with regard to the Pension Savings
Plan. The two staff members who would be displaced are full-time employees who work
less than full-time on Pension Savings Plan issues. They would be assigned to other work
within DHR.

Termination Pay Pick-Up Plan

The Termination Pay Pick-Up Plan is the fourth County sponsored defined contribution
plan that requires TPA services. This is a separate 401 (a) plan set-up specifically to
receive tax deferred contributions from termination pay. This Plan applies to represented
employees only. Although a similar program was approved for non-represented
employees through amendment to the Savings Plan, the Termination Pay Pick-Up Plan is
limited to represented employees.

In 2006, we informed your Board that the Termination Pay Pick-Up Plan, and the parallel
Savings Plan provisions, were being suspended on a going forward basis due to oral
notification from the IRS, that it was reversing its longstanding position on Internal Revenue
Code provisions key to the legal viability of these programs. We further advised that we
were waiting for additional guidance from the IRS. Unfortunately, nothing has changed,
and we are still waiting for that guidance.

We have approximately 200 employees who transferred money into the Termination Pay
Pick-Up Plan before it was put into a state of suspension. Great-West currently provides
the TPA services for this Plan, and that would continue to be the case under the proposed
contract. As with the Horizons Plan and Savings Plan, all TPA costs for the Termination
Pay Pick-Up Plan are charged to the participants. There is no County cost.

K:\2008 Word Chron\COMP\TPA Contract.BoardLetler.2008.2a.doc
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Although we are still waiting for IRS guidance on the Termination Pay Pick-Up Plan, in
January of this year, your Board approved alternative changes to the Horizons Plan and
Savings Plan that also provide for tax deferred contributions from termination pay.
Unfortunately, these changes may not apply to the aforementioned 200 employees. For all
other eligible employees, the recent changes limit the deferral amounts to the same annual
limits that otherwise apply to regular salary deferrals under the Horizons and Savings
Plans. In this instance, however, we have the comfort of knowing the program operations
conform with published IRS regulations.

Reauest for Proposal Process

The RFP was released on November 2, 2007 and distributed to TPA's servicing large
"jumbo" government and corporate clients where the aggregate assets are in excess of $1
bilion. This included Great-West and MAP as one of the two incumbent contractors for the
current program. The RFP scope of work covered all of the TPA services associated with
the Horizons Plan, Savings Plan, and Termination Pick-Up Plan, as well as the Pension
Savings Plan services currently being performed by DHR and MAP.

A six-person joint union/management evaluation committee was established consisting of
three union and three management representatives. Mercer was retained to assist the
evaluation committee by developing the necessary evaluation instruments, providing
current background information on the bidders, and functioning as the RFP contact
intermediary to help maintain the evaluation committee's impartiality.

Qualified proposals were received from CitiStreet, Great-West, and Nationwide Retirement
Solutions (Nationwide). The related trustee banks were State Street Bank and Trust
Company, Wells Fargo, and Nationwide Trust Company FSB, respectively. No response
was received from MAP.

The evaluation committee conducted a thorough evaluation of the proposals in accordance
with the evaluation criteria set out in the RFP document. The areas evaluated included
firm qualifications, participant services, record keeping and administration capabilities, and
fees. The evaluation process included formal in-person interviews and an evaluation of
feedback from each firm's references.

Great-West received the highest number of total points and was ranked first among the
qualified proposals. The evaluation committee unanimously recommended Great-West
and its attendant trustee bank, Wells Fargo.

K:\2008 Word Chron\COMP\TPA Contract.BoardLetler.2008.2a.doc
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No Appeals or Protests

All three proposers were notified that the Chief Executive Office would be recommending
Great-West for the new contract term. MAP was also notified although it submitted no
proposal. Each firm was provided the opportunity to exercise its appeal and protest rights
through the Countywide Services Contract Solicitation Protest Policy. CitiStreet, Great-
West, and Nationwide each requested and received a debriefing on the evaluation of their
respective proposals. Following the debriefings, we received no appeals or protests.

Survey of Other Public Entitv Practices

In 2005, when your Board approved the last extension of the current Great-West contract,
it also instructed the Chief Administrative Officer to review the fees charged for TPA
services by other public entities. Toward this end, the Chief Executive Office retained
Mercer to conduct a pre-RFP survey of five large government defined contribution plans.
The survey focused on fees and services, and the identification of "best practice"
benchmark services.

The Mercer survey shows that TPA fees can vary due to the level of required services, plan
complexity and participant population in any given plan. However, it is reasonable to
conclude that the County's current TPA fees are very competitive based on the survey
data. As noted above, those fees would decrease by approximately 25% under the

proposed Great-West contract. Therefore, they would be low in relation to the survey data
on a going forward basis.

The survey also found that many defined contribution plan best practices are already in
place under the current Great-West contract. Examples of best practices include utilization
of local field and call center representatives that are specifically dedicated only to the
County's Plans, use of a flat per participant fee versus asset based fees, and transparency
in financial accounting and reporting through the use of separate accounting ledgers
dedicated exclusively to the County's Plans.

A complete copy of the Mercer survey is shown in the Attachment.

Implementation of Strategic Plan Goals

The actions recommended in this letter promote workforce excellence by improving
employee morale, by reducing the ongoing administrative cost to participate in the defined
contribution plans, and consolidating defined contribution plan servicing under a single full
service qualified provider.

K:\2008 Word Chron\COMP\TPA Contract.BoardLetler.2008.2a.doc
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FISCAL IMPACT/FINANCING

These recommendations would result in no increase in County cost. As noted above, the
TPA costs for the Horizons Plan, Savings Plan, and Termination Pay Plan are paid by
administrative fees charged to the accounts of the participants. Those charges would be
reduced by approximately $1.2 million per annum. TPA costs for the Pension Savings Plan
are currently, and would continue to be, paid by the County, and the scope of those
services would be somewhat broader under the new Great-West contract. Overall,
however, the costs of administering the Pension Savings Plan would remain constant.

Fees paid to Great-West after the first year of the contract would be subject to cost-of-living
adjustments in accordance with Board approved policy. This would essentially limit the
adjustments to the lesser of the movement in the Consumer Price Index or general salary
adjustments for County employees, if any.

FACTS AND PROVISIONS/LEGAL REQUIREMENTS

Federal law requires defined contribution plans to be placed under trust with the primary
responsibility of safekeeping plan assets for the exclusive benefit of the participant and his
or her beneficiaries. Trustee banks, which are federally regulated, work with the TPA to
make sure the investment of plan assets is permissible under the terms of the plan and the
law, and that the actions necessary to execute investment transactions are performed. It is
standard industry practice to have the TPA identify a trustee bank that is familiar with the
TPA's internal systems and financial controls.

Wells Fargo is the trustee bank currently used by Great-West and that relationship would
continue under the proposed contract. There is no County cost for trustee services as
those costs are included in the TPA fees charged to plan participants. However, we
estimate the value of these services at approximately $10,000 per annum.

In the case of the Pension Savings Plan, the trustee used by MAP has been the Bank of
New York. Consistent with the transition of Pension Savings Plan TPA services to Great-
West, trustee services for this Plan would transition to Wells Fargo.

IMPACT ON CURRENT SERVICES

The proposed contracts with Great-West and Wells Fargo would become effective July 1,
2008. Given that Great-West is the current TPA for the Horizons Plan, Savings Plan, and
Termination Pay Pick-Up Plans, this would be a completely seamless transition. Other
than a lowering of fees, there would be no noticeable change for the plan participants.

K:\2008 Word Chron\COMP\TPA Contract.BoardLetler.2008.2a.doc
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With regard to the Pension Savings Plan, there would be a transition period of up to four
months. Great-West and Wells Fargo would not immediately assume responsibility for the
Pension Savings Plan. The four month period would be necessary to transition Pension
Savings Plan assets and account details from MAP to the Great-West record keeping
system and trust responsibilities from the Bank of New York to Wells Fargo.

Great-West wil not begin charging a TPA fee in connection with the Pension Savings Plan
until the transition is complete. In the meantime, DHR, the Bank of New York, and MAP
will continue providing the current level of administrative, trust and record keeping services
to the Plan. The conversion wil be completed by November 1, 2008.

Respectfully submitted,

~
WILLIAM T FUJIOKA
Chief Executive Officer

WTF:SRH:DL
WGL:DT:df
Attachment

c: Auditor-Controller

Treasurer and Tax Collector
County Counsel
Director of Personnel
Horizons Plan Administrative Committee
Savings Plan Administrative Committee
Pension Savings Plan Administrative Committee
Termination Pay Pick-Up Plan Administrative Committee
Coalition of County Unions
SEIU, Local 721

Guild for Professional Pharmacists
Los Angeles County Association of Environmental Health Specialists
Peace Officers Counsel of California Association of Public Defender Investigators
Professional Peace Officers Association
Union of American Physicians and Dentists, AFSCME, AFL-CIO
Great-West Retirement Services
Wells Fargo Bank, NA
Bank of New York
Management Applied Programming Inc.
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